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Introduction
The availability of data on subjective well-being (SWB) has greatly enhanced our ability to study the role for individual welfare of economic variables like income and unemployment.
With respect to income, it is well known that richer individuals are more satisfied with their lives (Diener et al. 2010 ). In addition, it has recently been shown that self reported satisfaction with life is lower for those who are classified as being in poverty (Clark et al. 2015) . With respect to unemployment, it is well established that not only personally being unemployed, but also the aggregate level of unemployment negatively affects SWB (Di Tella et al. 2001) or, in other words, that unemployment is not only a private bad, but a public bad.
The reasons that have been put forward for why unemployment is a public bad (Frey and Stutzer 2002) almost literally apply to poverty: People may be unhappy about poverty even if they are not poor themselves. They may feel bad about the unfortunate fate of the poor and they may worry about the possibility of becoming poor themselves in the future. They may also feel repercussions on the economy and society as a whole. They may dislike the increase in taxes likely to happen in the future. They may fear that crime and social tensions increase, and they may even see the threat of violent protests and uprisings. 1 Motivated by such reasoning, this paper analyzes whether the degree of poverty prevailing in society affects SWB of people even if they are not themselves classified as being in poverty. Controlling for potentially confounding factors (in particular aggregate unemployment), we show in a fixed-effects framework that people's satisfaction with life is lower if the state-level poverty rate in Germany is higher, which suggests that poverty is a public 1 Frey and Stutzer (2002) write with respect to unemployment: "People may be unhappy about unemployment even if they are not themselves put out of work. They may feel bad about the unfortunate fate of those unemployed and they may worry about the possibility of becoming unemployed themselves in the future. They may also feel repercussions on the economy and society as a whole. They may dislike the increase in unemployment contributions and taxes likely to happen in the future. They may fear that crime and social tensions increase, and they may even see the threat of violent protests and uprisings." bad. The well-being repercussions from aggregate poverty are about half as strong as the repercussions from aggregate unemployment. In addition, we find that the negative relationship between aggregate poverty and well-being is particularly salient for individuals from the upper segments of the income distribution, suggesting that poverty creates negative externalities. The finding that poverty is a public bad and/or creates negative externalities indicates that poverty alleviation is a matter not only of equity, but of efficiency.
The paper is structured as follows. Section 2 discusses methodological issues. Section 3 presents the empirical results. Section 4 provides a discussion and concludes.
Method

Poverty Measures
The measurement of income poverty involves defining as poor all individuals whose income is below a certain threshold, referred to as the poverty line. In this paper we follow the convention applied in documents of the European Union (as do Clark et al. 2015) , in which the poverty line equals 60 percent of the median equivalent income. Given an individual's status as being poor (incidence of poverty), her relative shortfall from the poverty line measures her normalized income deprivation (intensity of poverty).
Regarding the measurement of poverty at the aggregate (societal) level, a variety of measures were discussed in the literature (Foster et al. 1984 , World Bank 2005 . In this paper we use the poverty ratio (headcount ratio), i.e. the fraction of the population that is classified as poor, because it arguably is the poverty measure most frequently supplied by statistical offices (such as the German Federal Statistical Office) and most frequently referred to in public debates.
Data
We analyze the relationship between the annual poverty ratios prevailing in the 16 states of Germany and citizens' subjective well-being, controlling for individuals' socio-demographic characteristics, the individual-level incidence and intensity of poverty, and state-level economic conditions (unemployment rate and per capita GDP).
The data used in this analysis comes from several sources. People's subjective wellbeing (measured as reported life satisfaction), their socio-demographic characteristics, and the individual-level incidence and intensity of poverty are taken from (or computed from) the German Socio-Economic Panel (GSOEP), one of the most widely used panel data sets in the subjective well-being literature. The GSOEP is a panel survey based on a multi-stage random design with yearly re-interviewing (Wagner et al. 2007) . Annual waves of the survey involve more than 20,000 individuals aged 16 and over in about 11,000 households.
The dependent variable in our well-being regressions is the answer to the following question: "How satisfied are you at present with your life, all things considered? Please respond using the following scale, where '0' indicates not at all satisfied and '10' indicates completely satisfied." The individual income measure we employ to create individual-level poverty measures is equivalent income, i.e. net household income divided by the square root of household size (OECD 2008 and year dummies. The estimating equation can be stated as follows:
where micro and macro denote the individual-level and state-level controls, respectively, poor is a dummy variable taking the value 1 if an individual is poor, deprivation is a poor individual's relative shortfall from the poverty line (set to zero for the non-poor), and PR is the poverty ratio;
person, state and year denote person-fixed effects and state and year dummies respectively, and ε is the error term.
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Accounting for availability of comparable poverty ratios at the state level, the data set The summary statistics are displayed in Table 1 . They reveal that about 12 percent of the observations refer to situations in which individuals lived in poverty (i.e., their equivalent income was below 60 percent of the median equivalent income in the respective year). The (unweighted) mean of state-year poverty ratios is somewhat higher (15 percent) because the poverty ratio tends to be high in some states with small populations. 5 State dummies control for state size.
As is common in the SWB literature (Ferrer-i-Carbonnel and Frijters 2004), we estimate equ.
(1) using a linear fixed-effects estimator and report standard errors adjusted for clustering at the state-year level. Table 2 shows the results from versions of fixed-effect regressions corresponding to equ.
Results
(1). The first regression includes individual-level controls only (micro), whereas the following regressions also include state-level controls (macro).
In the overall sample (Regressions 1 and 2), the individual-level controls attract the expected coefficients (Clark et al. 2015) : life satisfaction is u-shaped in age up until the age of 70, and it is negatively correlated with being unemployed, separated and widowed, while being positively related to being married and being divorced. 6 With respect to poverty, we find that both its incidence and intensity are significantly negatively correlated with life satisfaction (as was found by Clark et al. 2015) .
Turning to aggregate poverty, we find that, even controlling for the incidence and intensity of poverty at the individual level, the poverty ratio is significantly negatively correlated with life satisfaction. The coefficient size varies depending on whether the macro 5 For instance, in 2015 the poverty ratio was 24.8 percent in Bremen (population share: 0.7 percent), 22.4 percent in Berlin (population share: 3.7 percent), and 21.7 percent in Mecklenburg-Western Pomerania (population share: 2.4 percent). 6 As suggested by Clark et al. (2015) , the latter is consistent with higher well-being as compared to a failing marriage.
controls are included or not. It amounts to 0.0478 points when the macro controls are omitted (Regression 1) and drops to 0.0215 when the unemployment rate and per capita GDP are controlled for (Regression 2). In the latter specification, the effect of a 1-percentage point change in the poverty ratio is almost half the effect of a 1-percentage point change in the unemployment rate. The unemployment rate and per capita GDP both have significantly negative coefficients. The latter suggests that per capita GDP incorporates negative income externalities as it acts as reference income in income comparisons (Clark et al. 2008 ).
The following regressions split the overall sample into subsamples of poor and non-poor individuals and subsamples of individuals whose equivalent income is below and above the annual median income. Considering Regressions 3 and 4, a salient result is that a significantly negative relationship between life satisfaction and the poverty ratio exists only for those who are not themselves poor, whereas the respective coefficient is non-significant and of very small magnitude for the poor. In addition, per capita GDP is significant only for the non-poor (with a negative coefficient), not for the poor. The latter suggests that for the poor it is absolute income, not relative income, that matters for well-being. While aggregate poverty has no well-being repercussions for the poor, the labor market perspectives (the unemployment rate) affect the poor much stronger than the non-poor.
Regressions 5 and 6 strengthen the results from Regressions 3 and 4: The well-being not only of poor individuals (with income lower than 60 percent of median income), but the wellbeing of individuals with income lower than the median income is not significantly affected by the poverty ratio. A significantly negative relationship between life satisfaction and the poverty ratio exists only for those whose income is higher than the median income. In addition, only for the wealthier individuals does per capita GDP affect life satisfaction (weakly) significantly.
Discussion and Conclusion
This study used fixed effect regressions to investigate the relationship between statelevel poverty ratios in Germany and citizens' subjective well-being. Controlling for sociodemographic characteristics, the individual-level incidence and intensity of poverty, and potentially confounding macro-level factors, life satisfaction was found to be significantly negatively correlated with the poverty ratio, suggesting that poverty is a public bad. The wellbeing repercussions from aggregate poverty were found to be about half as strong as the repercussions from aggregate unemployment. Differentiating the overall sample by sub-groups revealed that the relationship between well-being and aggregate poverty is more salient for individuals whose income falls into the upper segment of the income distribution, which suggests that poverty creates negative externalities on those not poor themselves.
Possible reasons why people may be unhappy about poverty even if not poor themselves include altruism (pity), the fear of becoming poor themselves in the future, and worry about social tensions and social unrest. With respect to the latter channel, our finding that the wellbeing repercussions of aggregate poverty refer in particular to individuals with higher incomes is consistent with the theory of institutional reform of Acemoglu and Robinson (2000) , which explains the emergence of redistributive programs in Western societies by a desire of the elite to prevent social unrest. Empirical evidence consistent with this view was presented by Yamamura (2016) , who found that high-income earners' stated preference for income redistribution is related to their perceived degree of conflict between the rich and the poor.
From a policy point of view, the finding that poverty is a public bad and/or creates negative externalities suggests that poverty implies market failure. This, in turn, suggests that poverty alleviation is a matter not only of equity, but of efficiency. 
